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SUMMARY

Why Issued
The AICPA Peer Review Board is issuing this exposure draft to update the Standards for Performing and
Reporting on Peer Reviews (AICPA, Professional Standards, vol. 2, PR sec. 100).
What It Does
This proposal—
•

Expands the definition of an accounting and auditing practice for the purposes of performing and reporting
on a peer review to conform with Statement on Quality Control Standards (SQCS) No. 2, System of Quality
Control for a CPA Firm's Accounting and Auditing Practice (AICPA Professional Standards, vol. 1, QC
sec. 20), thereby including all engagements performed under the Statements on Standards for Attestation
Engagements.

•

States that any engagement performed under the Statements on Auditing Standards (SAS) will require an onsite peer review, not just audits of historical financial statements and SAS No. 75, Engagements to Apply
Agreed-Upon Procedures to Specified Elements, Accounts, or Items of a Financial Statement (AICPA,
Professional Standards, vol. 1, AU sec. 622) engagements to make the standards all inclusive.

•

Replaces the term "owner" with "partner" throughout the peer review standards and adds a footnote defining
the term "partner" upon its first use.

•

Replaces the terms "unqualified" and "qualified," which are used to describe the type of peer review report
issued with the terms "unmodified" and "modified," respectively.

•

Incorporates Peer Review Standards Interpretation No. 4, "Reviewer Requirements" into the body of the peer
review standards.

•

Clarifies that attest engagements should be subject to selection if the date of the report for the engagement
falls within the year to be reviewed.

•

Revises the standard language used in the peer review report and letter of comments to make them more
easily read and understood by all users.

How It Affects Existing Standards
The proposed changes will be incorporated into the AICPA Standards for Performing and Reporting on Peer
Reviews effective for peer reviews that commence on or after January 1, 1999. Early implementation is
encouraged.

PROPOSED REVISIONS TO THE AICPA STANDARDS FOR
PERFORMING AND REPORTING ON PEER REVIEWS

[Explanation]
The AICPA Peer Review Board proposes a revision to its definition of an accounting and auditing practice for peer
review purposes to conform with SQCS No. 2, System of Quality Control for a CPA Firm's Accounting and
Auditing Practice. Although this change means all attestation engagements would now fall within the definition
of an accounting and auditing practice for peer review purposes, it does not necessarily mean that one of every
kind of attest engagement performed by thefirmmust be reviewed. When selecting which engagements to review,
a reviewer would apply the risk-based approach that may or may not indicate a need to review such engagements.
The Board believes engagements that are a product of a firm's accounting and auditing quality control system
reflect on a firm's reputation and its role in protecting the public interest. The Board considered this proposed
definition when it issued its previous standards. However, the Board believed educational materials were essential
to support this change. The educational materials are now available to reviewers to review these engagements..
[Proposed Revisions]
04. An accounting and auditing practice for the purposes of the AICPA's Standards for Performing and
Reporting on Peer Reviews is defined as all engagements covered by Statements on Auditing Standards (SAS);
Statements on Standards for Accounting and Review Services (SSARS);1 the Statement on Standards for
Attestation Engagements (SSAE), Financial Forecasts and Projections (AICPA, Professional Standards, vol. 1,
AT sec. 200); attest services on financial information when the firm audits, reviews, or compiles the historical
financial statements of the client; and standards for financial and compliance audits contained in Government
Auditing Standards (the Yellow Book); issued by the U.S. General Accounting Office (GAO).

1

SSARS that provide an exemption from those standards in certain situations are likewise excluded from this definition of an
accounting and auditing practice for peer review purposes.
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[Explanation]
The AICPA Peer Review Board proposes a revision to state that any engagement performed under the Statements
on Auditing Standards (SAS) will require an on-site peer review because the level of knowledge to perform
nonaudit and other engagements covered by SAS are as demanding as the level needed to perform audits of
historical financial statements. This change is proposed to conform with SQCS No. 2.
[Proposed Revisions]
.05. The objectives of the AICPA peer review program are achieved through the performance of peer reviews
involving procedures tailored to the size of the firm and the nature of its practice. Firms that perform engagements
under the Statements on Auditing Standards audits of historical financial statements, agreed-upon procedures
under SAS No. 75, Engagements to Apply Agreed-Upon Procedures to Specified Elements, Accounts, or Items
of a Financial Statement (AICPA, Professional Standards, vol. 1, AU sec. 622), or examinations of prospective
financial statements under the Statements on Standards for Attestation Engagements have on-site peer
reviews. Firms that perform services listed in paragraph .04 that are not required to have on-site peer reviews have
off-site peer reviews. Firms that do not provide any of the services listed in paragraph .04 are not reviewed.

.56 The objective of an off-site peer review is to provide the reviewer with a reasonable basis for expressing
limited assurance that the financial statements or information and the related accountant's report on the accounting
and review engagements and attestation engagements, submitted for review, conform in all material respects with
the requirements of professional standards. This objective is different from the objectives of an on-site peer review
in recognition of the fact that off-site peer reviews are available only to firms that perform no engagements under
the Statements on Auditing Standards audits of historical financial statemcnts, agreed-upon procedures under
SAS No. 75, or examinations of prospective financial statements under the Statements on Standards for
Attestation Engagements. Firms required to have an off-site peer review may elect to have an on-site peer review.
Compliance with the positive enforcement program of a state board of accountancy does not constitute compliance
with the AICPA practice-monitoring requirement.
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[Explanation]
The AICPA Peer Review Board proposes a revision to replace throughout the peer review standards the term
owner with the term partner and define the term partner upon itsfirstusage. This change is proposed to conform
the terminology so that it is consistent within the practice-monitoring programs.
[Proposed Revisions]
08. The ownership offirmsenrolled or seeking enrollment in the AICPA peer review program should comply
with Council resolutions (AICPA, Professional Standards, vol. 2, ET Appendix B). In addition, at least one of the
firm's owners partners has to be a member of the AICPA.2

2

Depending on how a CPA firm is legally organized, its partner(s) could have other names, such as "shareholder,'
"member," or "proprietor."

9

[Explanation]

The AICPA Peer Review Board proposes a revision to replace throughout the peer review standards the terms
unqualified and qualified which are used to describe the type of peer review report issued with the terms
unmodified and modified, respectively. This change is proposed because concern has been raised that the term
unqualified is applied in common usage to the reviewed firm itself rather than the opinion in the report issued,
implying that the firm is not a qualified CPA firm.
[Proposed Revisions]
Throughout the standards, the term unqualified and qualified will be replaced with unmodified and modified.
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[Explanation]
The AICPA Peer Review Board proposes a revision to incorporate Peer Review Standards Interpretation No. 4,
"Reviewer Requirements," into the body of the peer review standards.

[Proposed Revisions]
18. Performing and reporting on a peer review requires the exercise of professional judgement by peers. (See
paragraphs 85 through 91 for a discussion of a reviewer's responsibilities when performing a peer review.)
Accordingly, an individual serving as a reviewer (whether for an on-site or off-site peer review) should—
a. Be a member of the AICPA in good standing (that is, AICPA membership in "active" status) licensed to
practice as; a certified public accountant with an enrolled firm that, if reviewed, has received an unmodified
unqualified report on its system of quality control or its off-site peer review.
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[Explanation]
All attest engagements fall within the definition of an accounting and auditing practice for peer review purposes;
however, some attestation engagements do not cover historicalfinancialstatements or periods that end within the
review year. This change is proposed to include these attestation engagements that have report dates during the
year under review in the engagements that are subject to selection.

[Proposed Revisions]
33. The review should cover a current period of one year to be mutually agreed upon by the reviewed firm
and the review team captain. Ordinarily, the review should be conducted within three or four months following
the end of the year to be reviewed. Client engagements subject to selection for review ordinarily should be those
with periods ending during the year under review or, for attest engagements such as a financial forecast or
projection, with report dates during the year under review. If the current year's engagement is not completed
and a comparable engagement within the peer review year is not available, the prior year's engagement should
be reviewed. If the subsequent year's engagement has been completed, the review team should consider, based
on its assessment of peer review risk, whether the more recently completed engagement should be reviewed
instead.
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[Explanation]
The AICPA Peer Review Board proposes a revision to the standard language in the peer review report and letter
of comments to make them more easily read and understood by all users.
[Proposed Revisions]
Reports on On-Site Peer Reviews
67. The written report on an on-site peer review should—
a.

Indicate the scope of the review, including any limitations thereon.

b.

Describe the general characteristics purpose of a system of quality control for an accounting and auditing
practice.

c.

State that the system of quality control is the responsibility of the firm and the reviewer's
responsibility is to express an opinion on the design of and compliance with that system based on
the review.

d.

State that the review was conducted in accordance with standards established by the Peer Review
Board of the AICPA.

e.

Describe the general procedures performed on an on-site peer review.

f.

Describe the limitations of a system of quality control.

g.e. Express an opinion on whether the system of quality control for the accounting and auditing practice of
the reviewed firm had been designed to meet the requirements of in accordance with the quality control
standards for an accounting and auditing practice established by the AICPA and was being complied with
during for the year reviewed to provide the firm with reasonable assurance of complying conforming
with professional standards and, if applicable, describe the reason(s) for any modification qualification
of the opinion.
Reports on Off-Site Peer Reviews
69. The written report on an off-site peer review should—
a.

State the review was conducted in accordance with standards established by the Peer Review Board
of the AICPA.

b.a. Describe the limited scope of the review and disclaim an opinion or any form of assurance about the
firm's system of quality control for its accounting practice.
c.b. Indicate whether anything came to the reviewer's attention that caused the reviewer to believe that the
reports submitted for review did not comply with the requirements of professional standards in all
material respects and, if applicable, describe the general nature of significant departures from those
standards. If adverse, instead of indicating whether anything came to the reviewer's attention, the peer
review report should state that the reports submitted for review by the firm did not comply conform with
the requirements of professional standards in all material respects.
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97. Appendix C

Standard Form for an Unmodified Unqualified Report on an On-Site Peer Review*
[State CPA society letterhead for a "CART Review";firmletterhead for a "Firm-on-Firm Review"; association
letterhead for an "Association Review"]
August 31, 19XX
To the Owners Partners
Able, Baker & Co.
or
To John B. Able, CPA
We** have reviewed the system of quality control for the accounting and auditing practice of [Name of Firm] (the
firm) in effect for the year ended June 30, 19XX. A system of quality control encompasses the firm's
organizational structure and the policies adapted and procedures established to provide it with reasonable
assurance of complying with professional standards. The elements of quality control are described in the
Statements on Quality Control Standards issued by the American Institute of Certified Public Accountants
(AICPA). The design of the system and compliance with it are the responsibilities of the firm. Our
responsibility is to express an opinion on the design of the system, and the firm's compliance with that
system based on our review.
Our review was conducted in accordance conformity with standards established by the Peer Review Board of the
American Institute of Certified Public Accountants (AICPA). In performing our review, we obtained an
understanding of the system of quality control for the firm's accounting and auditing practice. In addition,
we We tested compliance with the firm's system of quality control policies and procedures to the extent we
considered appropriate. These tests covered the application of the firm's policies and procedures on included
a review of selected accounting and auditing engagements. Because our review was based on selective tests, it
would not necessarily disclose all weaknesses in the system of quality control or all instances of lack of
compliance with it.
In performing our review, we have given consideration to the quality control standards for an accounting and
auditing practice issued by the AICPA. Those standards indicate that a firm's quality control policies and
procedures should be appropriately comprehensive and suitably designed in relation to the firm's size,
organizational structure, operating policies, and the nature ofitspractice. They state that variance in an individual's
performance and understanding of professional requirements or the firm's quality control policies and procedures
can affect the degree of compliance with afirm'sprescribed quality control policies and procedures and, therefore,
the effectiveness of the system.

*

No copy of this report or any other document related to the review will be placed in a public file unless the firm is a member
of the Partnering for CPA Practice Success (PCPS). In such case, pursuant to the membership requirements of PCPS, a copy
of this report, the letter of comments, if any, and the firm's response thereto will be placed in the public files of the AICPA
Division for CPA Firms, along with the letter from the state CPA society accepting those documents.
**

The report should use the plural "we," "us," and "our" even if the review team consists of only one person. The singular "I,"
"me," and "my" is appropriate only when the reviewed firm has engaged another firm to perform its review and the reviewing
firm is a sole practitioner.
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Because there are inherent limitations in the effectiveness of any system of quality control, departures from
the system may occur and not be detected. Also, projection of any evaluation of a system of quality control
to future periods is subject to the risk that the system of quality control may become inadequate because
of changes in conditions, or because the degree of compliance with the policies or procedures may
deteriorate.
In our opinion, the system of quality control for the accounting and auditing practice of [Name of Firm] in effect
for the year ended June 30,19XX, has been designed to meet the requirements of in accordance with the quality
control standards for an accounting and auditing practice established by the AICPA, and was being complied with
during for the year then ended to provide the firm with reasonable assurance of complying conforming with
professional standards in the conduct of that practice.
John Brown, Team Captain
[or Name of Reviewing Firm]
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98. Appendix D

IllustrationsofModified Qualified and Adverse Reports on an On-Site Peer Review
Report Qualified Modified Report for Design Deficiency
[Separate paragraph after the standardfirsttwo three paragraphs]
Our As discussed in our letter of comments under this date, our review disclosed that the firm's quality control
policies and procedures for engagement performance regarding audit planning were not appropriately designed.
This matter is discussed in more detail in our letter of comments dated August 31, 19XX.
[Opinion paragraph]
In our opinion, except for the deficiency described in the preceding paragraph, the system of quality control....
Report Qualified Modified Report for Noncompliance With Quality Control Policies
Procedures
[Separate paragraph after the standardfirsttwo three paragraphs]

and

Our As discussed in our letter of comments under this date, our review disclosed that the firm's quality control
policies and procedures for engagement performance regarding completion of financial statement reporting and
disclosure checklists were not followed. This matter is discussed in more detail in our letter of comments
dated August 31, 19XX.
[Opinion paragraph]
In our opinion, except for the deficiency described in the preceding paragraph, the system of quality control....
Adverse Report
[Separate paragraph after the standardfirsttwo three paragraphs]
Our As discussed in our letter of comments under this date, our review disclosed several failures to adhere to
professional standards in reporting on material departures from generally accepted accounting principles, in
applying other generally accepted auditing standards, and in complying with the standards for accounting and
review services. In that connection, our review disclosed that the firm's quality control policies and procedures
were not appropriately designed because they do not require the preparation of a written audit program, which is
required by generally accepted auditing standards. In addition, our review disclosed failures to complete financial
statement reporting and disclosure checklists required by firm policy and failures to review engagement working
papers in the manner required by firm policy. These matters are discussed in more detail in our letter of
comments dated August 31, 19XX.
[Opinion paragraph]
In our opinion, because of the deficiencies described significance of the matters discussed in the preceding
paragraph, the system of quality control for the accounting and auditing practice of [Name of Firm] in effect for
the year ended June 30, 19XX, has not been designed to meet the requirements of in accordance with the quality
control standards for an accounting and auditing practice established by the AICPA, (, and was not being complied
with during for the year then ended, [include when there are compliance as well as design deficiencies]) and did
not to provide the firm with reasonable assurance of complying with professional standards in the conduct of that
practice.
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99. Appendix E
Guidelines for and Illustration of a Letter of Comments
on an On-Site Peer Review
Guidelines
1.

The objectives of the letter of comments on an on-site peer review are set forth in the Standards.

2. The letter should be addressed, dated, and signed in the same manner as the report on the on-site peer
review and should include the following:
a.

A reference to the report on the review, indicating, where applicable, that the report was modified
qualified or adverse

b.—A description of the purpose of the on-site peer review
e.

A statement that the review was performed in accordance with standards established by the Peer Review
Board of the AICPA

d.

A description of the limitations of a system of quality control

b.e. A statement that the matters discussed in the letter were considered in determining the opinion on the
system of quality control
c.f.

The findings on the review and related recommendations (This section should be separated between those
findings, if any, that resulted in a modified qualified or adverse report and those that did not. In addition,
the letter should identify, where applicable, any comments that were also made in the letter of comments
issued on the firm's previous peer review.)

3. In addition to matters that resulted in a modified qualified or adverse report, which must always be
included in the letter, the letter of comments should include, according to the Standards, "matters that the review
team believes resulted in conditions being created in which there was more than a remote possibility that the firm
would not comply conform with professional standards on accounting and auditing engagements." The letter
should include comments on such matters even if they did not result in deficiencies on the engagements reviewed.
When engagement deficiencies, particularly instances of nonconformity with professional standards, were
attributable to deficiencies in the design of the firm's system of quality control or noncompliance with significant
firm policies and procedures that are included in the letter, that fact should be noted in the comment.
4. Although isolated instances of noncompliance with the firm's quality control policies and procedures
ordinarily would not be included in a letter of comments, their nature, importance, causes (if determinable), and
implications for the firm's quality control system as a whole should be evaluated in conjunction with the review
team's other findings before making a final determination.
Illustration of a Letter of Comments
[State CPA society letterheadfor a "CART Review";firmletterheadfor a "Firm-on-Firm Review"; association
letterhead for an "Association Review"]
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August 31, 19XX
[Should correspond with date of report]
To the Owncrs Partners
Able, Baker & Co.
or
To John B.Abie, CPA
We have reviewed the system of quality control for the accounting and auditing practice of [Name of Firm] (the
firm) in effect for the year ended June 30, 19XX, and have issued our report thereon dated August 31, 19XX (,
which was modified qualified as described therein*). That report This letter should be read in conjunction with
this letter that report.
Our review was for the purpose of reporting upon thefirm'ssystem of quality control and its compliance with that
system. Our review was conducted in conformity with standards established by the Peer Rcvicw Board of the
American Institute of Certified Public Accountants; however, our review would not necessarily disclose all
weaknesses in the system or all instances of noncompliance with it because our review was based on selective
tests.
There arc inherent limitations that should be recognized in considering the potential effectiveness of any system
of quality control. In the performance of most control procedures, departures can result from misunderstanding
of instructions, mistakes of judgment, carelessness, or other personal factors. Projection of any evaluation of a
system of quality control to future periods is subject to the risk that the procedure may become inadequate because
of changes in conditions or that the degree of compliance with the procedure may deteriorate. As a result of our
review, we have the following comments that which were considered in determining our opinion set forth in our
report dated August 31, 19XX, and this letter does not change that report:
Matters That Resulted in a Modified Qualified Report**
Engagement Performance
Finding - The firm's quality control policies and procedures do not require partner owner involvement in the
planning stage of audit engagements. Generally accepted auditing standards permit the auditor with final
responsibility for the engagement to delegate some of this work to assistants, but emphasize the importance of
proper planning to the conduct of the engagement. We found an one engagement in which, as a result of a lack
of involvement, including timely supervision, by the engagement partner owner in planning the audit, the work
performed on receivables and inventory did not appear to support the firm's opinion on the financial statements.
The firm has subsequently performed the necessary additional procedures to provide a satisfactory basis for its
opinion.
Recommendation - The firm's quality control policies and procedures should be revised to provide, at a minimum,
for timely audit partner owner review of the preliminary audit plan and the audit program.

'

**

TheThis phrase in parenthesis should be included used only if the review team issues a modified qualified or adverse report.
The wording is being issued, and it should be tailored to fit the circumstances of the engagement.
This caption is to should be used only if a modified qualified or adverse report is being issued- and it should be tailored to fit
the circumstances.
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Matters That Did Not Result in a Modified Qualified Report*
Engagement Performance
Finding - The firm's quality control policies and procedures require the completion of a financial reporting and
disclosure checklist on each financial statement engagement. Our review disclosed thefirmhad not complied with
this policy on all of the engagements reviewed. In each case where a checklist was not completed, we also found
certain financial statement disclosures were missing or incomplete. None of the missing or incomplete disclosures
represented significant departures from professional standards.
Recommendation - The firm should hold training courses on proper completion of its financial reporting and
disclosure checklist and reemphasize its policy requiring completion of that checklist.
Monitoring
Finding - The firm's policies and procedures require that findings on engagements reviewed during the firm's
annual inspection program be summarized so that management can consider what types of actions, if any, are
necessary. However, the firm did not summarize inspectionfindingsfromengagement reviews on the most recent
inspection, even though each engagement partner owner considered and responded tofindingson their individual
engagements.
Recommendation - The firm should comply with its policy of summarizing inspection findings, considering the
overall systems' implication of these findings and documenting management's monitoring of the actions taken.
An owner A partner in the firm should be designated to monitor the firm's compliance with this policy.
[Same signature as on the report on the on-site peer review]

*

This caption is to should be used only if a modified qualified or adverse report is being issued; and ft should be tailored to fit
the circumstances.
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102. Appendix H
Standard Form for an Unmodified Unqualified Report on an Off-Site Peer Review*
[State CPA society letterhead for a "CART Review";firmletterhead for a "Firm-on-Firm Review"; association
letterheadfor an "Association Review"]
August 31, 19XX
To the Owners Partners
Able, Baker & Co.
or
To John B. Able, CPA
We** have performed an off-site peer review with respect to the accounting practice of [Name ofFirm] for the year
ended June 30, 19XX, in accordance with standards established by the Peer Review Board of the American
Institute of Certified Public Accountants (AICPA). [Name ofFirm] has represented to us that the firm performed
no services under the Statements on Auditing Standards or examinations of prospective financial statements under
the Statements on Standards for Attestation Engagements during the year ended June 30, 19XX.
An off-site peer review consists only of reading selected financial statements or information and the accountant's
report thereon, together with certain representations provided by the firm, for the purpose of considering whether
the financial statements or information and the accountant's report appear to be in compliance conformity with
professional standards. An off-site peer review does not provide the reviewer with a basis for expressing any
assurance as to the firm's system of quality control for its accounting practice, and we express no opinion or any
form of assurance on that system.
In connection with our off-site peer review, nothing came to our attention that caused us to believe that the reports
submitted for review by [Name of Firm] for the year ended June 30, 19XX, did not comply conform with the
requirements of professional standards in all material respects.
John Brown, Reviewer***
[or Name of Reviewing Firm]

*

No copy of this report or any other document related to the review will be placed in a public file unless the firm is a member
of the Partnering for CPA Practice Success (PCPS). In such case, pursuant to the membership requirements of PCPS, a copy
of this report, the letter of comments, if any, and the firm's response thereto will be placed in the public files of the AICPA
Division for CPA Firms, along with the letter from the state CPA society accepting those documents.
**

***

The report should use the plural "we," "us," and "our" even if the review team consists of only one person. The singular "I,"
"me," and "my" is appropriate only when the reviewed firm has engaged another firm to perform its review and the reviewing
firm is a sole practitioner.
The description Reviewer, not Team Captain, should be used in reports on off-site peer reviews.
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103. Appendix I
Illustrations of Modified and Adverse Other Types of Reports on an Off-Site Peer Review
[See Appendix Hfor information about applicable letterhead and about addressing and signing the report]
Qualified Modified Report for Significant Departures From Professional Standards
[Separate paragraph, after the standardfirsttwo paragraphs, describing the significant matters that resulted in
a qualified report]
As discussed in our letter of comments under this date, our Our review disclosed that the firm's review report on
the financial statements of one of the engagements submitted for review did not disclose the failure to capitalize
a financing lease, as required by generally accepted accounting principles. Also, significant financial statement
disclosure deficiencies concerning related-party transactions were noted in several of the engagements reviewed.
These matters are discussed in more detail in our letter of comments dated August 31, 19XX.
[Concluding paragraph]
In connection with our off-site peer review, with the exception of the matter(s) described in the preceding
paragraph, nothing came to our attention... that caused us to believe that the reports submitted for review by [Name
of Firm] for the year ended June 30, 19XX, did not conform with the requirements of professional standards in
all material respects.
Adverse Report
[Separate paragraph, after the standardfirsttwo paragraphs, describing the significant matters that resulted in
an adverse report]
However, as discussed in our letter of comments under this date, our Our review disclosed several failures to
adhere to professional standards in reporting on material departures from generally accepted accounting principles
and in complying with standards for accounting and review services. Specifically, the firm did not disclose in
certain compilation and review reports failures to comply with generally accepted accounting principles in
accounting for leases, in accounting for revenue from construction contracts, and in disclosures made in the
financial statements or the notes thereto concerning various matters important to an understanding of those
statements. These matters are discussed in more detail in our letter of comments dated August 31, 19XX.
[Adverse concluding paragraph]
Because of the deficiencies significance of the matters described in the preceding paragraph, we do not believe
that the reports submitted for review by [Name of Firm] for the year ended June 30, 19XX, comply conform with
the requirements of professional standards in all material respects.
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104. Appendix J
Guidelines for and Illustration of a Letter of Comments
on an Off-Site Peer Review
Guidelines
1. The objectives of the letter of comments on an off-site peer review are set forth in the Standards. Such
letters are expected to be issued on many off-site reviews.
2. The letter should be addressed, dated, and signed in the same manner as the report on the off-site peer
review, and should include the following:
a.

A reference to the report on the review, indicating, where applicable, that the report was modified
qualified or adverse

b.—A description of the purpose of the off-sitc peer review
e.—A statement that the review was performed in accordance with standards established by the Peer Review
Board of the AICPA
b.d. A statement that the matters discussed in the letter were considered in preparing the report
c.e. The findings on the review and related recommendations (This section should be separated between those
findings, if any, that resulted in a modified qualified or adverse report and those that did not. In addition,
the letter should identify, where applicable, any comments that were also made in the letter of comments
issued on the firm's previous peer review.)
3. In addition to matters that resulted in a modified qualified or adverse report, which must always be
included in the letter, the letter of comments should include other departures from professional standards that are
not deemed to be significant departures but that should be considered by the reviewed firm in evaluating the
quality control policies and procedures over its accounting practice
Illustration of a Letter of Comments
[State CPA society letterheadfor a "CART Review";firmletterheadfor a "Firm-on-Firm Review"; association
letterheadfor an "Association Review"]
August 31, 19XX
[Should correspond with date of report]
To the Owners Partners
Able, Baker & Co.
or
To John B. Baker, CPA
We have performed an off-site peer review with respect to the accounting practice of {Name of Firm] for the year
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ended June 30, 19XX, in accordance with standards established by the Peer Review Board of the American
Institute of Certified Public Accountants (AICPA), and have issued our report thereon dated August 31, 19XX
(which was modified qualified/adverse as described therein*). That report This letter should be read in
conjunction with that report this letter.
An off-site peer review consists only of reading selected financial statements or information and the accountant's
report thereon, together with certain representations provided by the firm, for the purpose of considering whether
the financial statements or information and the accountant's report appear to be in conformity with professional
standards. An off site peer review does not provide the reviewer with a basis for expressing any assurance as to
thefirm'ssystem of quality control for its accounting practice, and we express no opinion or any form of assurance
on that system. However, As a result of our review, we have the following comments that matters, which were
considered in preparing our report dated August 31, 19XX, did come to our attention during our review and this
letter does not change that report:
Matters That Resulted in a Modified Qualified Report**
1. Finding - During our review, we noted that the firm did not qualify its reports on financial statements when
neither the financial statements nor the footnotes noted that the statements were presented on a comprehensive
basis of accounting other than generally accepted accounting principles.
Recommendation - We recommend that the firm review the reports issued during the last year and identify those
reports that should have been modified to reflect a comprehensive basis of accounting other than generally
accepted accounting principles. A memorandum should then be prepared highlighting the changes to be made in
the current year and placed in the files of the client for whom a report must be changed.
2. Finding - In the engagements that we reviewed, disclosures of related-party transactions and lease obligations
as required by generally accepted accounting principles were not included in the financial statements, and the
omission was not disclosed in the accountant's reports.
Recommendation - We recommend that the firm review the professional standards governing disclosures of
related-party transactions and lease obligations and disseminate information regarding the disclosure requirements
to all staff involved in reviewing or compiling financial statements. In addition, we recommend that the firm
establish appropriate policies to ensure that all necessary related-party transactions and lease obligations are
disclosed in financial statements reported on by the firm. For example, a step might be added to compilation and
review work programs requiring that special attention be given to these areas.
3. Finding - During our review of the accountants' reports issued by the firm, we noted numerous instances in
which the accompanyingfinancialstatements departed from professional standards and on which the accountants'
reports were not appropriately qualified. These included the following:
• Failure to disclose material intercompany transactions
• Failure to appropriately recognize revenue

*

**

The phrase in parenthesis should To be included if the reviewer issues a modified qualified or adverse report. The wording
should be tailored to fit the circumstances of the engagement.
This caption is to be used only if a modified qualified or adverse report is being has been issued, and it should be tailored to
fit the circumstances.
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• Failure to present financial statements in a proper format
• Failure to recognize conflicting or incorrect information within the financial statements presented
In one instance, the firm has discussed the departures with its client and decided to recall its report and restate the
accompanying financial statements.
Recommendation - We recommend that the firm establish a means of ensuring its compliance with professional
standards on accounting engagements. Such means might include continuing professional education in accounting
and reporting, use of a reporting and disclosure checklist on accounting engagements, or a "cold" review of reports
and financial statements prior to issuance.
4. Finding - On substantially all the engagements that we reviewed, we noted that the firm did not comply with
the AICPA Statements on Standards for Accounting and Review Services for reporting on comparative financial
statements and going concern issues.
Recommendation - We recommend that the firm review the requirements for reporting on comparative financial
statements and revise the standard reports used by the firm to conform with these requirements. Also, the firm
should review the requirements governing reporting on going concern issues and provide guidance to the staff in
this area.
Matters That Did Not Result in a Modified Qualified Report*
5. Finding - During our review of computer-generated compiled financial statements prepared by the firm, we
noted that the firm failed to indicate the level of responsibility it was taking for supplemental data presented with
the basic financial statements.
Recommendation - The firm should revise the standard reports used by the firm to conform with professional
standards governing reporting on supplemental data presented with basic financial statements.
6. Finding - We noted that computer-generated compiled financial statements prepared on a basis of accounting
other than generally accepted accounting principles (GAAP) were properly reported on, but they used titles
normally associated with a GAAP presentation.
Recommendation - The firm should review the professional standards governing the titles to be used when
financial statements are prepared on a comprehensive basis of accounting other than GAAP and make sure that
the software used by the firm is adjusted to conform with these standards. Until the software is revised, the firm
should manually prepare the compiled financial statements in accordance with professional standards.
[Same signature as on the report on the off-site peer review]

*

This caption is to be used only if a modified qualified or adverse report is being has been issued, and it should be tailored to
fit the circumstances.

24

[Explanation]
The AICPA Peer Review Board proposes to make the above changes effective for peer reviews commenced on
or after January 1, 1999. Earlier adoption is permitted.
[Proposed Revisions]
EFFECTIVE DATE
The effective date for the revisions to the Standards is for peer reviews commenced on or after January 1,
1999. Early implementation is encouraged.
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